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SUMMARY

Wtth theBe Initial Comments and without waivina. pre;udicing, or otherwiIe atfecting

my appeal or other recourse. the SBC LEes provides input on m.e.3 and 4 platform issues.

me.3,.: In light ofthe premise of this proceedin& there is no basis for the taJtadve

conclusion that remote switches are more cost..effective than hosts or stand-alones. One cannot

cak:ulate with any accuracy a relationship ofhost-to-remote switches from the "Location

Lilting" in the 1996 depreciation filings, and cannot use this limited source to derive cost aDd

efficiency assumptions. Moreover, the decision to use a remote involves a number ofvariables

that are speitific to the factual particulars being evaluated and weighed. Each ofthese variables

are dependent upon the actual network deployed by the ina.uDbent LEe making the~ and

not a hypothetical, stylized network. Accordingly, drawing a conc1Wlion from those factually­

intensive deciai.ons mismatches and is fundamentally inconsistent with the stated objective of

this proceeding, But even with a hypothetical netwo~ thole variables are too romp_and too

location-specific to be reduced to an algorithm. The models toDd to ownimp.IifY, and do DOt

assess the impacts ofcustomer demand, gro~ interoffice impik:ations, capacity restrictions,

and and maiDtenance and upgrade costs.

m.C.3,d: All port costs should be assigned to universal service, and usage costs should

be auigned based on the percentage oflocal usage to total usage baled upon actual usage and

not model predictions. SWBT's typicalloeal usage ranges from 700A to 80% oftbe total uuge.

The Commission has correctly rejected the asaumptio.os used by BCPM and HIdWd

• The abbreviations used in this Summary are u defined in the main tex.1.
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rcprding the percentage ofswitch investment associated with a port. Actual port costs vary

significaDtly depending upon switch type and manuftcturer, as well as number oflines served.

Given the likely use ofa small geographic area than study areas tOr determining~ it is

UJlJ"C4SODIbIe to 8I8UIne a broad average for determining port: costs. Accordingly, information

associated with the A.cceg C1latp Refoun proceeding may not provide su:ffideDt detail. The

Commission should not undertake a study on switching costs. but should use either data derived

from the SelS or aetuaI LEe switching investment.

m,C,4: Interoffice trunking, signaling, and local taDdem. investment should be included

in univenal setVice costs. However. the Hatfield Model's methodology and inputJ raiIe ICrious

concems as actual tranIpOrt costs are substantially underestimated. Although theHatfIeld Model

calculates transport costs based upon C'tisting switch locatioos, it then reduces the number of

tandem switches without increasing tr8nlJPOrt costs. Moreover, by .6tiling to allow for a tandem

in each LATA, the Hatfield Model ignores legal and regulatory requirements and limitations,

making it=B unreasonable.

P.04/17
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Before the
FEDERAL COMMUNICATIONS COMMISSION

Washington, D.C. 20554
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)
)
)
)
)
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INITIAL COMMENTS OF NEVADA BElL, PACD'IC BELL. AND
SOUTHWESTERN BElL TELEPHONE COMPANY

Nevada Bell, Paci1io Ben. and Southwestern Bell Telephone Company (coDectively.

"SBC LECa'') provide these Initial Comments in response to the Commission's Further NOtice of

Proposed Ru1emakina ("FNPRM'). FCC 97-256, released July 18, 1997, which is aimed at

aeating a cost proxy modd that will be used to size and distribute support from a fedenl hip..

cost universal service fund for non-rurallooa1 exchange carrion ("LECsj.

The SBC LEes continue to believe that the use ofactual costs is mandated by Section

254 and is otherwise reasonable. By tiling these~ none ofthe SBC LEes or any

affiliate~ prejudices, or otherwise adversely affects any appeal or other recourse from any

Commission or State proceeding Or action, including the Report and Qrder.l

In aceordance with the FNPRM instrudions, this pleading is struetured in the same order

u the FNPBM, including its heading and associated numbering.

1 FedNal-Stote Joint Boatdon l.Jniverg,d Service, cc Docket No. 96-45,~ and 0nIct, FCC
97-157 (released May 8, 1997).

lDitiIl 0 t1d'ats c:lNevId&Bell.Pacific BoD.
ed~Ben Telephoae Canpeny

CC :DocketNos. 96--45 ad 97·160
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m. M......F'enfant-Lookiol Economic Cost

C. platform Design Components and Input Values, para. 39

3. Switching. para 121.

a Mix ofHost, Stand-Alone, and Remote Switches, para. 121.

In paragraph 121 ofthe FNPRM, the Commission expressed its concern that neither the

Benchmark Cost Proxy Model ("DCPM') nor the Hatfield model dittinguisbes 8JDODi types of

switcllee (stand-alone. host, remote). Based solely upon an obaervation gleaned from inc:umbent

LEe 1996 depreciation filiDgs. the Commission appears to have tentatively concluded that

remote switches are more cost-effective than hosts or JtInd..~ and is requesting input to

develop an algorithm for inclusion in the eventual cost proxy model. There is no basis for that

tentative conclusion given the premise ofthis proceeding.

This premise that remote switches are more cost effective is based on that review ofthe

1996 depreciation filings - more specifically, the '1..ocation Li.ttting" :front thole filirp. Given

the limited purpose and scope of that data source,;z to use the "Location Listing" information for

2 The Common Canitr lJl.uau directs the devdopmem and diaCribution ofthe Depreciation
Study Guide ("DSG"). This document seu the guidelines uted by incumbeDt LBCs to prepare a
depreciation study. In accordance 'With the DSO, the «Location IJ~ is a maDdated exhibit for
the switching (Electro-Mecbanic.al, Electfonic Analog, and Electronic Digital), Operator Systems.
and mainftame Computers accounts. The Federal Communications Commission Depreciation Study
Guide 1996, A1JBu8t 1995, Section F, F-6, para. 3. The data included on the"Locatioo Listing"
include the location name, type of office, number of units, number ofequipped tina, jeIr placed,
iRvest.ment. life span as of the study date, the final retirement date, and life weigbts. The conte.nta
ofthis .list is intended for use in the calculation of the &Yetlp year of final retirement \'AYFRj.
The AYFR is an essential input to the life estimate computations for large unit accounts such u
thole listed above.

.&Iitial Ccmu..olNcvada Bell. PICi6c Bell.
md SouthwattmBell Telepboue Company

ccDocket Nos. 96-45 IUd 97.160
Ausua 8. 1997
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any purpose otber than life calculations is questionabl~ but certaiBly does not juJtify or support

"condud[ms] that the bost-ranote arrangement is more cost-effective in many cases than

employing stand-alone switches." FNPRM. para. 122. For example, the "Location I,istiDa"

does not de8ignate which offices are hosts and which are staDd-alODel. Simply put, ev«y non­

remote switching location is not a host switch. Accordingiy, it is impossible to calculate with

any accuracy a relationship ofhost-to-mnote switches from the "Location Usbng." One simply

cannot use this source to derive assumptions about the relative COltS or efficiencies between

hosts and remotes.

Drawing the tentative conclusion from the limited data is more fbndameutaIIy ftawed in

that the data is based upon the actual experienc.c and networks ofthose incumbent LEes. In

deciding whether to deploy a stand-alone, a host, or a remote. a number ofvariables that were

specific to the factual particulars are evaluated and weighed. These variables include, but are not

limited to, an analysis of'(first costs;"3 the current network arcbitccture (e.g., type ofswitc:.h,

interoffice 18cilities); the cost ofinstallation, maintenance and upgrades to accommodate a

hostIremote architecture; the cost8 and impacts ofgrowth in the host and remote locatioDs; and

other .fictual and technical considerations and judgments. In some instances, decisioDs are made

at the onset to accommodate known dynamics ofthe particular environment, including

increumg customer sophistication and use ofthe network and the rapid evolution ofteelmology.

Each ofthese variables, any one ofwhich can be critical to the final determination, are based

3 Defined as an ofthe CKpeoses and costs to .install a new switch, which would iAchlde the
switc:b, 80ftwIre Iiceascs.. vendor and internal qineering, jnttaDarion, modifications to power plant
and distribution, and trunIring.

P.07/17

Initial~ ofNcwldaBdJ, PIOi& Bc1J.
IDd~Bell TdephoDe Company



Ir
, AUG 8'97 18:11 FR LEGAL 314 331 9743 314 331 9743 TO GRAMBOW

4

upon the actual network deployed by ilx:umbent LEe. and not upon some bypotbeticaJ. stylized

network. Drawina a conclusion based upon such network experiences merely mismatches and is

fundameotally inconsistent with the stated objective ofthis proceeding.

But eYal with a hypothetical network, those variables are too complex: and too Jocation­

specific to be reduced to an algorithm. The models tend to oversimplifY the dec:ision-maJdn

process, relying most on an assessment oftile per-line coSU associated with each aJtemative.

The models do not assess the impacts ofcustomer demand and growth. interoffice irnpUcatioos,

capacity restrictions and maintenance and upgrade costs.

To take capacity restrictions as an example., this area may be oversimplified or otherwise

not fully appreciated. The capacity of the host limits the aggregate capacity ofitB r«note(s). For

example, ifa host bas a 50,000 line capacity, then its five remotes have in the aggregate a

capacity of50,ooo no matter that each individual remote bas a 20,000 line capacity. ODe cannot

expand the host capacity by connecting another remote. 1'herefore, the limiting capacity ofa

host switch is injeopardy as more remotes are tetbered to it. Again, inaeasina customer usage

and evolving teebnologies are changing the capacity paradigm rendering existing assumptions

aud algorithms invalid.

Marketing strategies by the switch veadon also exacerbate the analysis. Often times the

initial required investments are minimized 80 that the vendor can get its foot into the door - in

eaence, you get a deal on the razor so that they can sell you the blades. Ongoing expeIIIe8 and

related upgrades can be extremely expensive and mitigate the ioitial discounts. Such variables

cannot ac:curately be accounted for in a static algoritlun, mud11ess in a proxy environment

IDiIial CaDmcacs ofNevtda BeU. Paci1io Bel~
aDd SouthweIk:m Bd1 Tclcpbooc Canpany

cc I>ockd No.. 96-45 tDd 97-160
Aqt28t 8., 1997
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premised on fictitious networlal.

d. Percent ofSwitch Assigned to Port and to Provision ofUnivenal
Service, para. 133

The SBC LEes agree with the tentative conclusions reached in paragraph 137 otthe

FNPRM. All of the port costs should be wigned to universal service. The usage costs Jbould

be assignIJd to universal service based on the peroent.ase oflocal usage to total usage. Bowever~

this usage should be based on actual \lS88e, and not the usase a model "predicts" on the networlc,

as recommended by the Commission. Forecasted or predicted data may not accurately depict

actuallooal switch usage. Typically, for Southwestern Bell Telephone Company ("SWBT'),

local usage ranges from 70010 to 80010 ofthe total usage.'

The Commission correctly rejected the assnmptions used by the BCPM and the Hatfield

model rcprding the percentage ofswitch investment that is associated with the port. Neither

model accurately reflect the actual port costs that incumbent LEes incur for conaecting the

customer to the local switcb. Both mode1s assume an average level ofport costs - Hatfield

USlHDM 30 percent ofthe switching COltS; BCPM assigns a percentage ofswitcbing CO&tI baled

on the DEM factor. Such an assumption iB too simplistic in that acaual port costs may VBIY

significantly among wire centers depending on the switch type IIId manufacturer. AdditioIIIUy,

the munber oflincs served by the switch can. significantly impect the percentage ofswitcbing

costs that are associated with the port. For any proxy model to accurately depict locallWitcbing

costs, it would have to include input variables fur switch type and tines served. The model

, Arkan~ 69041; Kansas. 73%; Missouri, SOt"; Oklahoma. 16%; Texu, 80%.

P.09/17
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would aile> need to aJIow the user the capability to modifY these variables on a wire center or

location-specific basis.

Since universal service support will be targeted to geographic areas that are much smaJIer

than study areas (wire centers, Census Block Groups), it is UDreuoBllble to usume a broad

average for determining port costs. The Commission suggests that it may use infOrmat.ioll filed

in response to its Access Charge Reform proceeding for determining port costs. In their

reeponses,. however, incumbent LECs will not file rates for small geographic areas. The rates

filed will be calculated on a study area basis or a per-company basis. Consequently, the

information filed by LEes in response to the Acceu Chaw Bcftmn Order' to determine the

percentage ofinvestment allocated to the port function may not provide detail that is su1Dclent to

correctly target universal service support. There is not a single percentage that can reasonably

depict port costs for all swi:tches deployed by LEes since, as stated, port costs will typically vary

by switch type, ID8Dl.1fiIcture and the number of lines served.

The Commission ukeel for comments on whether it abouId undertake a detailed

eDginec.rina study ofseveral ofthe large host switches and smaller remote switches to aacatain

what portion ofthe switch equipment are associated with the port function. The Commission

abo BCCks comments on alternative data sources that are available {or estimatins current

switching cost. FNPRM, para. 136. There is no need for the Commission to conduct uh a

study. LEes currently have cost models which can be uaed to caJodate the peraIJtage ofport

~ Access C/Jarp &form. Price CapPerf~ Review/or Local ExcJtong. Cturius,
Transport Rat. Structur, andPricing, End User CDm11fl)1l lins Charges, CC :Docket Not. 96-262,
94-1,95-72, FITIt Re.port and Order. FCC 97-158 (released May 16, 1997).

P.10/17
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COltS for switches cummtly being deployed by LEes u well u other switching costs iDcurred by

LECs. SWBT uses data generated by Wcore's Switching Cost Information System \SCIS")

to determine actual pOIt cost per-centages. These percentages could be provided to the

Commission on awire-center specific basis. An alternative soorce foc switching COItI is that the

Commission could use the actual switching investments cu:rrent1.y on the LE.Cs books. If

necessary, these investments could be restated to reflect CUt'RIIt costa.

4. Intero:ffice TlUt'king, Signaling, and Local Tandem. Investment, para. 139

The SBC LECs agree that "interoffice trunld:na. signatin& and local tandem faciities are

an integral part of the netWork necessary to provide the IUpported secvices" and the selected

mechanism should calculate associated cosU. FNPRM, para. 141. The Commission CODducles

that the Hatfield algorithm employs a platfonn design that is at an adequate level ofspecificity

and seeks comment on this conclusion.

Although interoffice trunk:in& signaling, and local tandem ficilities are not the most

significant portion ofuniversal service costs, the SBC LEes have serious concerns with the

methodology and inputs employed in the Hatfield model because it substaatia11y underestimates

SWBrs actual transport costs. The transport and tandem switching costs from SWBr. actual

cost study are approxjmattJy $211 million. The comparable amount generated by the HJtfieJd

ModeI3.l is approximately 5100 million.

The SBC LEes have performed extensive analysis oftheHat1iekt model aad inputs. aad

concluded that its calculation oftandem. switc:hinS costs are inappropriate and inadequate. The

Hatfield model begins with the tandem switch locations as they curreatly exist in incumbem

P.11/17
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LEC networks. Trunldng distances are calculated dependent upon the location ofthole IWitches,

again as they exist. The model then applies an algorithm that reduces tandem switdling Clpacity

bued on Stat.e-wide usage levels. The resultant network design and cost estimates are

nonsenaical.

First, the algoritbm ignores legal and regulatory requirements and J.imitations. Undec

Hatfield Model 4.0, a tandem switch is assumed to perform both local and ton tandem fuDctious.

with a percentage ofits costs being assigned to universal service for the local functions. Based

upon the HatDdd algorithm, SWBT needs just 5.5 tandem switchea to serve SWBr.

("LATAB"). However, the SBe LEes cannot legaJly use a single tanekm to serve multiple

LATA!, but must instead place at least one tandem in each LATA In other words.. SWBT must

have at least 16 tandem switches in Texas. The result afthe Hatfield model is a Texas aetwork

that cannot provide intraLATA toll ar exchange access for moat oCthe SUIte! Such a network

JDisht DOt even be eligible for support given that ac«a to interexchange service is part of the

Commission's universal service definition. Arty model that fiiIs to take into accouDt lepl and

resWatorY requirc:ments at'ld limitations is a: B unreuonabJo and must be rtgected.

Even ifSWBT could legaUyuse only 5.S tandems (whatever a.s tandem is) to aerve the

16 Texu LATAI and assuming that those 5.5 tandems had sufficient capadty to provide

originatina and terminating interstate and intrastate access, intraLATA toU service, and local

tandan functions for all 16 LATAs, the Hatfield model only compounds its cost~

by ftWing to include~ additional trunking to re-route traffic to those fewer tandem switche&.

P.12/17
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Recall that the Hatfield model"s tru.nldng costs were bued upon where those tandems now reside

- obviously if a tandem is eliminated or moved, additional costs are incurred to transport traffic

to the new "serving" tandem. Neither the algorithm in particular nor the Hatfield model in

general account for these additional costs. In essence, the algorithm just ignores the coastraints

already placed within Hatfield model.

Respectfblly submitted,
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Its Attorneys
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August 8, 1997
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